
February 16, 2021

AnnE.Misback, Secretary

Board ofGovernors of the FederalReserve System

20th Street andConstitutionAvenue,NW

Washington,DC20551

RE:DocketNo. R✂1723 andRIN7100✂AF94:Advancenotice of proposed rulemaking; request for comment

on theCommunityReinvestmentAct

DearMs.Misback,

TheNationalCouncil ofStateHousingAgencies (NCSHA)1 appreciates theopportunity to respond

to the Federal Reserve SystemBoard ofGovernors’ AdvanceNotice of ProposedRulemaking andRequest

for Comment on the Community Reinvestment Act (CRA). NCSHA represents the nation’s state housing

finance agencies (HFAs).

We commend the Board for pursuing modernization of its CRA regulatory and supervisory

framework to better fit today’s bankingmarket and practices. NCSHA supports efforts tomodernize CRA

regulations by clarifying what activities qualify for CRA credit and updating where such activities must

occur to receive credit.

We strongly recommend the Board advance changes to the CRA regulations that would establish

stronger incentives for banks to increase and improve their support for low✂income and underserved

communities and their residents, including through more and better investments, lending, services, and

community development activities, particularly topromotedesperatelyneededaffordable housing.

Executive Summary

The CRA has been one of our nation’s most vital tools in catalyzing financing and investments for

affordable housing and other crucial community development needs. It has incentivized banks to invest in

effective affordable housing finance and community development programs, including Low Income

HousingTaxCredits (HousingCredits) and tax�exempt private activityHousingBonds.

1 NCSHA is a nonprofit, nonpartisan organization. None of NCSHA’s activities related to federal legislation or

regulationare fundedbyorganizations that areprohibitedby lawfromengaging in lobbyingor relatedactivities.
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To continue and expand this strong track record,webelieveCRAregulationsmust:

� Encourage banks to invest in Housing Credits, Housing Bonds, and HFA mortgage�backed

securities(MBS)—includingpurchases, lending,andlettersofcreditorsimilar liquiditysupport.

� Maintain a separate investment test, given its proven track record in promoting investment in

Housing Credit equity and other affordable housing and community development

investments.

� Expand assessment areas or give at least partial credit for affordable housing and community

development activities in areas outside traditional bank assessment areas, including rural and

other underserved geographic markets, provided the bank receives a satisfactory or better

rating in itsmost recentCRAexamination.

✁ Drive significantlymore investment andother banking activity into rural areas.

✁ Tackle historic and long�standing racial inequities in access to credit, government programs,

andother resources and services.

HousingCredits, Bonds,HFAMortgage✂BackedSecurities, andCRA:ACommonMission

HFAsarestate�charteredhousingagencies thatoperate ineverystate, theDistrictofColumbia,New

York City, Puerto Rico, and the U.S. Virgin Islands. Though they vary widely in their characteristics,

including their relationship to stategovernment, theyshareacommongoalofprovidingaffordablehousing

help to those of their constituentswhoneed it.

State HFAs were created by their state governments to address the homeownership and rental

housingneeds of their states.As a group, they are theprimarymission�based source ofmortgage financing

for lower�incomehouseholdsoperating in their states, aswell as in theDistrict ofColumbia,NewYorkCity,

Puerto Rico, and theU.S. Virgin Islands. In 2019, stateHFAs provided $43 billion of financing to helpmore

than163,000households achievehomeownership andhelpproducemore than143,000 rental homes.

They have achievedmuch of thiswork through theHousing Credit andHousing Bond programs,

whichHFAsadminister innearly every state.More recently,HFAshavedramatically increased their use of

MBS through FannieMae, FreddieMac, andGinnieMae to provide affordable housing options for lower�

income families.

Housing Bonds historically have served as the HFAs’ primarymeans of financing their affordable

housing lending, and HFAs have utilized them to serve many of the borrowers and markets the CRA is

intended to assist.

HFAs utilize single�family Mortgage Revenue Bonds (MRBs) to help working families purchase

their first homes. Through 2019, stateHFAs have utilizedMRB�funded loans to helpmore than 3.3million
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working families purchase their homes. These loans are highly targeted to persons with lower incomes, as

demonstrated by the following facts aboutHFAbond�financed loansmade in 2019:

� The median state HFA�assisted homeowner’s income was $50,770—26 percent below the

nationalmedian incomeand47percent less than themedian incomeof all homebuyers.

✁ 61percent ofHFA loans servedborrowers earning at or belowareamedian income.

✁ The averageHFA loan amountwas only 71 percent of the average FHA loan in 2019 ($153,942

compared to $216,695).

Additionally, HFAs have been effective in reaching home buyers of color, and, inmany states, are

the drivers of affordable homeownership opportunity for individuals and families of color, who, as a

demographic, lost significant groundas homeownersduring the last recession.

HFAs have usedMBS and other financing executions to assist an additional 530,000 home buyers

since 2014. Bank investments in both the primary and secondarymarkets for theseMBShave helped lower

rates and increase liquidity for HFA affordable housing programs. With their MBS programs, HFAs

generally serve borrowers and market segments typical GSE seller�servicers do not. HFA borrowers are

likely to have lower incomes, purchase lower�priced homes, and employ higher down payments than the

averageGSEborrower.

ThroughMultifamilyHousing Bonds,HFAs finance the development of affordable rental housing

that would otherwise not have been built in the private market. In total, state HFAs have financed nearly

14,000 properties across the country usingMultifamily Bonds, providing affordable rental housing tomore

than 1.2million families.Multifamily Bonds also help to support the construction of properties financed by

HousingCredit investments,manyofwhichwouldnot be builtwithout theBonds.

Banks’ CRA obligations play an important role in incentivizing them to purchase and provide

liquidity toHousingBonds andHFAMBS. These incentives should be broadened and strengthened.

Thoughsomeaspects of the current systemcreateobstacles tomorebankCRAinvestment inBonds

and HFA MBS, many banks find that HFAs’ public missions, strong track records, income�targeted

programs, and superior loan performance make Housing Bonds and MBS an effective and responsible

means for serving the low�income housing needs of the communities they serve. Bank investment in

HousingBondsandMBSsignificantlycontributes to lowerborrowingrates,allowingHFAstopassonthose

savings to lower�incomehomebuyers and renters.

The Housing Credit is our nation’s most effective tool for financing the development of rental

housing affordable to low�incomeAmericans. By providing an incentive for private�sector investment, the

Housing Credit has financed more than three million apartments for low�income households, adding

approximately 100,000 units to the inventory each year. In addition to the tax savings, banks are attracted to

Housing Credit investments because they can use them to earn CRA credit. A 2014 publication from
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accounting firm Cohn Reznik reported that, “Roughly 85 percent of the equity for all LIHTC investments

comes frombanks subject to theCRA.”2

PossibleChanges to theCRAFramework

PromoteRacial Equity

The Board requests comment on what modifications and approaches would strengthen CRA

regulatoryimplementationinaddressingongoingsystemic inequity increditaccessforminority individuals

and communities.We commend theBoard for seeking stakeholder feedback on this issue.

The CRA was enacted to address the lack of investment in low�income communities and the

persistentnegative impactof redliningon them, ina specific contextofhistoricdiscriminationbasedonrace.

The negative impact of these policies on these areas and on people of color generally persists and has

increasedbynumerous indicators since the enactment ofCRA: higher racial and economic segregation and

lower property values, homeownership rates, and household credit scores to name just a few. CRApolicy,

bank evaluation, and research to date have been based on income andgeographic proxies for race. Adding

racemoredirectly and explicitly in the formulation and execution ofCRAregulations is overdue.

Although the Board recognizes racial inequities in its ANPR, its proposed remedies of considering

underservedareasonexamsandencouragingmore financing tominoritydepository institutionsmayhave

only limited impact on systemic inequities. The proposals do not embed increasing access to credit to

communities of color into theCRAexamand subtests.

NCSHArecommendsthatcleardirectivesandnumericevaluationofefforts to increaseracialequity

be a more prominent part of the assessment of bank CRA performance, including comprising a core

component of CRA exam tests and subtests related to lending, investing, and services. Incorporating

assessment of lending, investment, and service in communities of color and to people of color would help

address racial inequities. Adding racial criteria to impact scores and performance context would also help

drive lending, investment, and services to areas andpeoplewhoneedanddeserve them.

Retain a Separate Investment Test

The Fed proposes to establish a separate community development test and consolidate the

investment test into a community development financing subtest covering lending and investment.

NCSHAisconcernedtheproposedchangewoulddiminishtheregulatory incentive forbanks tobuycredits

and other investments. Specifically, this approach likely would result in deemphasizing Housing Credit,

2 Copeman, Fred, “WhatDoHigherLIHTCPricesMean forSyndicators?”AffordableHousingNews&Views, June1,

2014. https://www.cohnreznick.com/insights✂and✂events/insights/what✂do✂higher✂lihtc✂prices✂mean✂syndicators
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Bond, and MBS investment as compared to lending, because it is much easier for banks to make loans,

especially in high�cost areas, than it is to underwrite equity investments.3

We strongly urge you to continue the separate investment test, even if investment performance

contributes toanoverallcommunitydevelopmentscoreormeasurement. Ingeneral,affordablehousingand

community development equity is more difficult to attract and often more impactful in communities than

debt. Maintaining the investment test will ensure that banks continue to participate in the Housing Credit,

Bond,andHFAMBSmarkets, leadingtohealthycompetitionandbetterpricing, thus increasingtheamount

of resources that can bedevoted todevelopingand/or rehabilitating affordable housing.

Provide SomeCRACredit forActivityOutsideAssessmentAreas

The Board requests comment on CRA treatment of community development activities outside of

assessment areas but generally would preserve the current approach of evaluating bank CRA activity in

geographically definedassessment areas surroundingaheadquarters, branches, anddeposit�takingATMs.

Under current regulations, a bank is also ostensibly eligible forCRA credit in broader statewide or regional

areas that include its assessment areas if the bank shows it is responsive to its assessment areas’ needs.

Weappreciate that theBoardsays it is “consideringhowto treat communitydevelopmentactivities

outside of assessment areas to help address discrepancies between so�calledCRA ‘hot spots’ and ‘deserts.’”

We share the views many have expressed arguing the current assessment area policy is outdated and

ineffectiveanddisadvantagesunderservedareas, especially rural communities.Banks typicallydonot learn

whether they have been determined to be “responsive” to their assessment areas for years after they have

made, or not made, a financing decision. In addition, the regulatory definition of ‘regional areas’ is vague

and confusing.

NCSHAbelievesbanks should receiveCRAcredit fordesiredactivities theyengage inoutside their

strictly defined assessment areas, particularly rural areas. The ability to receive such credit will spur critical

affordable housing investments in severely underserved markets. To better incentivize such investments,

CRA regulations should make it easier for banks to determine when they will receive CRA credit for

activities outside their assessment areas.

For example, as mentioned above, the ability to receive CRA credit is many banks’ primary

motivator to invest inHousingCredits andBonds.While thishashadapositive impacton themarket, it has

also caused banks’ Housing Credit and Bond investments to be limited, for the most part, to their CRA

assessment areas. This results in bifurcatedHousing Credit and Bondmarkets. Properties located in urban

areas with a heavy concentration of banks receive a great deal of investor interest, which results in higher

prices,whileHousingCredits andBonds for properties in rural andother underservedmarkets receive less

interest.

3 “UnderstandingOCC,FDICProposedRuleReformingCRARegulations,”Novogradac&Companyblog,December

30, 2019.
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Allowing banks to receive CRA credit for investments in Housing Credit, Bond, and HFA MBS

activities outside of their assessment areas will help alleviate this disparity and finance the development of

affordable housing in rural andotherunderserved communities.

At the same time, it is important forCRA to retain its focus onhaving banks serve the communities

where they are located and fromwhich they draw deposits. Therefore, we suggest that banks should only

receiveCRA credit for activities located outside their assessment areas if, in their previous assessment, they

achieveda ratingof “Satisfactory”orbetterwith regard to theirCRAactivities inside their assessment areas.

This will ensure that banks’ primary commitment remains to their communities while still offering an

adequate incentive for them topursue opportunities in other underserved communities andareas.

ExpandandClarifyQualifyingActivities

TheBoardalso seeks feedbackonapproaches to increase theupfront certainty aboutwhat activities

qualify for CRA credit, including a process for banks and other stakeholders to obtain pre�approval that a

particular activity qualifies for consideration and publication of illustrative lists of qualifying activities. The

Board also discusses how to assign,measure, and limit CRAcredit for a variety of activities.

NCSHA supports the inclusion of unsubsidized affordable housing, affordable housing and

targeted community development activities in Opportunity Zones, and targeted community facilities and

infrastructure, among other activities, and urges the Board to include these as qualifying activities in final

regulations.WeacknowledgetheANPR’scarefuldiscussionofhowtorestrictcredit forcommunityfacilities

and infrastructure to circumstanceswhere a clear benefit to underserved or distressed communities can be

clearly established. We support these concerns and agree lending and investment for such community

facilities and infrastructure should qualify for CRA credit if such a benefit can be established. The same

principle applies to activities inOpportunityZones.Weparticularly support providing credit for affordable

housing thatmight be included in such activities.

Given stateHFAs’ strong track recordof responsibly and effectively supporting affordable housing

and other community development efforts, we believe the Board should allow any investments, services,

and lending activities banks provide in connection with HFA programs to qualify as community

development activities under CRA. This will increase lender support for critical HFA programs, while

ensuring that banksdirect theirCRAactivities towards projects that address crucial community needs.

In addition, we request that the Board explicitly allow banks to claim and receive CRA credit for

letters of credit they extend to support HFA Housing Bonds and other HFA debt. These letters of credit

guarantee that the bankwill pay debt payments on Bonds or other credit instruments should the issuer or

third�party obligor be unable to do so. Letters of credit enhance the desirability of Housing Bonds to

investors, increasingtheir liquidityanddecreasingHFAs’ issuancecosts. Inaddition, lettersofcreditcanhelp

HFAs tap other sources of financing, including warehouse lines, to finance affordable single�family and

multifamily loans.
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We also thank the Board for raising and looking at pro rata consideration of certain qualifying

activities. Under current rules, banks receive credit for the pro�rata share of a loan or investment inmixed�

income housing that includes a set�aside required by federal, state, or local government for low� and

moderate�income individuals.

We support providing pro�rata credit for community development activities that provide some

benefit to, but do not necessarily primarily benefit, specified populations, entities, or areas. Such credit

should be equal to thepartial benefit provided.

Determining this partial benefit can be very challenging for tax�exempt bonds, particularly bonds

used for homeownership when the sale of the bonds occurs before the proceeds are used to purchase

mortgages.Weurge theBoard toallowfor full credit for tax�exemptbonds,given thatprogramrules ensure

substantial community benefit and incomeandgeographic targeting.

Maintain Incentives forMortgage�Backed Securities Related toAffordableHousing

The Board says it is contemplating the appropriate CRA treatment of mortgage�backed securities.

We caution theBoardagainst changes thatwoulddiminish incentives topurchaseMBS, either initially or in

the secondarymarket. Such purchases add liquidity to themarket andhelp reduce financing costs forMBS

issuers and the renters andhomebuyerswhoultimatelybenefit from the reducedcosts.Maintaining robust

creditwould encourage banks toprovidemore liquidity toMBS,whichwould support increased financing

for affordable housing.

Thank you for your consideration. We would be happy to discuss these issues with you at your

convenience.

Sincerely,

GarthRieman

Director,HousingAdvocacy andStrategic Initiatives


